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COMMENTS OF NORTHWEST AIRLINES, INC.

Northwest Airlines, Inc. (“Northwest”) hereby respectfully submits its comments on the
Department’ s Supplementa Advance Notice of Proposed Rulemaking (“ SANPRM”), published in the
Federd Register on July 24, 2000.* The SANPRM requests comments on two issues: (1) the effect of
reduced ties between computer reservation systems (“CRSs’ or “systems’) and the airlines that have
contralled them; and (2) the advisability of regulating airline digtribution practices involving the Internet.

Northwest believes the developments discussed in the SANPRM have obviated the need for
the CRSrules. If the Department nonethel ess renews those rules, two changes should be made. Firdt,
the mandatory participation rule should be extended to airline marketers of CRSs to reflect current
marketplace redlities. Second, covered airlines should be required to participate in other systems only

at the basic level. Northwest urges the Department to leave the Internet free of regulation so it can

! 65 Fed. Reg. 45,551. Northwest previoudy submitted comments and reply comments
on the issues discussed in the Advance Notice of Proposal Rulemaking, 62 Fed. Reg. 47,606
(September 10, 1997).
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continue developing pro-competitive and innovative dternativesto traditiond CRSs. If the CRS rules
are retained, however, the Department should require Internet travel sitesto disclose to consumers
whether they are carrier-neutra within the meaning of those rules. Northwest’ s detailed comments on
the issues raised by the Department are set forth below.

l. The CRS Rules are No Longer Necessary in View of the Declinein Airline
Ownership of Sysems and Rise of Alternative Internet Travel Sites

The world of arline digtribution has changed dramatically since the Department last revised and
readopted the CRSrulesin late 1992. Those fundamenta changes have eradicated the need to regulate
CRSs. The Department readopted the CRS rules eight years ago “ because each of the systems was
then controlled by one or more airlines and airline affiliates and because, if CRS firms were unregulated,
their owners could use the sysems to injure airline competition and deny consumers and travel agents
access to accurate and complete information services.”? Today, no sSingle airline owns or controls any
of the four CRSs. The combination of the decline in airline ownership of systems, the decreasing
reliance by consumers on travel agents as a source for airline information and ticketing, and the
explosion of Internet travel sites has obviated the need for the CRS rules.

Although there are till only four sysems used by U.S. travel agents today, “arlines affiliated
with the systems have substantidly divested their CRS ownership interests’ since 1992.° No system is

controlled by asingle airline today: Sabreis fully owned by the public; 75% of Galileo is owned by non

2 65 Fed. Reg. at 45,552.
3 65 Fed. Reg. at 45,554.
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arline investors, Continental has sold its share of Amadeus, which is 75%-owned by three foreign
arlines;, and, no arrline investor holds more than a 40% interest in Worldspan.* Asaresult, no airlineis
in aposition to control the governance and policies of a CRS.

At the same time airline ownership of systemsis disappearing, those systems are beginning to
receive competition from the rapidly-growing Internet travel sites. When the CRS rules were first
adopted in 1984, CRSs were sdlling 90% of al arline tickets sold through travel agents® In 1996,
travel agent share of ticket sales had dropped to 75%.¢ Today, tickets are sold through Internet travel
stesaswell asthrough traditiond CRSs and “brick and mortar” travel agents. “Increasingly, consumers
are turning to the Internet to book travel,” and “about 70% of consumers that are ontline have used the
Internet to research travel, more than any other Internet commerce category.” Bear Stearns at 18, 30.
Asthe Department observed in its SANPRM:

The Internet gives airlines, like other travel suppliers, new waysto sl
their services and inform consumers as well as opportunities to

sgnificantly cut digribution cogts. The Internet Smilarly makes it easier
for many travelers to obtain information and make bookings|[’]

4 Bear Stearns, “Internet Travel: Point, Click, Trip; An Introduction to the OntLine
Travel Industry” at 20 (April 1, 2000) (“Bear Stearns”).

s See EDR-466C at 4-5 (March 27, 1984).

6 GAO/RCED-99-221, “Domestic Aviation: Effects of Changesin How Airline Tickets
Are Sold” at 3 (July 1999).

7 65 Fed. Reg. at 45,552,
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In view of the declining ownership ties between airlines and traditiond systems, the competition
for traditiond CRSs now provided by Internet travel Sites, and the pogtive effects of that competition
for consumers and airlines dike, Northwest believes the CRS rules are no longer necessary.

. If the Department Determines that CRS Regulations are Still Necessary, the

Mandatory Participation Rule Should be Extended to Marketers and the

Required Levd of Participation for Airlines that Own, Control, Operate, or
Market a System Should be Modified

If the Department determines that regulation of CRSs is ill necessary despite the reduced
arline ownership of CRSs and availability of hundreds of Internet travel Site dternatives, the Department
should revise the mandatory participation rule by extending it to airlines that “ market” CRSs, and require
that airlines which own, control, operate, or market a system participate in every other system only at
the basic levd.

A. The Mandatory Participation Rule Should Apply to Airline Marketers

As explained above, airlines are divesting thelr ownership interestsin sysems. Thisdeclinein
arline ownership of syssems means that no airline today has the power to control asysem. With
American’s sde of Sabore, the largest CRS, no airline owner has more than aminority shareinaU.S.
sysem. Although arline ownership is dedining, “every system il hasties with one or more airline”
As the Department explainsin the SANPRM, “American and Southwest market Sabre, and United
provides some marketing support for Galileo.”® Thistrend demondtrates that the principa vaue for an

arline from its relationship with a system today is regping benfits from &ffiliation with a system, not in

s 65 Fed. Reg. at 45,554,



Comments of Northwest
Page 5

contralling its governance. The same benefits are available to airlines that market a CRS without
inveding in that system.

The existence of a marketing relationship between an airline and a CRS creates a common
commercid interest between the two entities. Asaresult of that common interest, the airlineis
positioned to negotiate lower booking fees, rebates and promotional advantages, irrespective of the lack
of an ownership relaionship. Under the current CRS regulations, minority CRS airline ownerslike
Northwest have to pay exorbitant CRS fees and participate in al four systems a the highest leve of
functionality developed by a CRS despite the lack of any contral in the governance of the CRS. At the
sametime, airline marketers of CRSs are currently permitted to market a CRS, and receive preferentia
benefits, without assuming smilar obligations. In the event the Department determinesiit necessary to
retain its CRS rules, the mandatory participation should be expanded to require that marketers as well
as owners participate in dl other sysems. Thiswill harmonize the mandatory participation rule with the
parity rule, which was extended to marketers which use CRS systemsin 1997.°

B. If the Mandatory Participation Rule is Retained, Participation Should
Only be Required & the Basic Level

The mandatory participation rule currently requires that “[€]ach system owner shall participate in
each other system and each of its enhancements (to the extent that such owner participatesin such an

enhancement in its own system) if the other system offers commercidly reasonable terms for such

° 14 C.F.R. 8§ 255.6(e). See 62 Fed. Reg. 59,802 (Nov. 5, 1997). A “parity clause” is
aclausein a contract between a CRS and an airline which bars the arline from choosing aleve of
participation in that CRS lower than the arling' sleve of participation in any other system.
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participation.” 14 C.F.R. § 255.7(8). In the current competitive environment, airlines that are systlem
owners or marketers should only be required to participate a the basic level in syssemsthey do not own
or market. The“basic level” should be defined as that levd which includes only: flight schedules with
seet avallability, fares and fare rules, booking services, seat assgnments and ticketing cagpability. With a
basic leve of arline participation, travel agents using any system will be able to offer consumerstravel
options, including lowest price, inventory on dl classes of service, seat assgnments, and paper and
electronic ticketing.

Requiring system owners and marketers to participate only at the basic leve in other systems
will encourage the four systems to compete more vigoroudy with repect to the quality and pricing of
the higher levels of service and enhancementsthey offer to participating airlines. Fostering competition
among sysemsin this areais important because it will bring price competition to the participating
arlineg/system rdationship. Such competition will dso result in better products for arlinesthat are held
“captive’ in dl four systems by their owner or other status, since each CRS will be forced to attract
arlinesto voluntarily accept its enhanced products. Limiting mandatory participation to the basic leve
will aso mean that captive participants will no longer be forced to cross- subsidize enhancements and
products that only benefit preferred CRS owners and marketers. Without the change proposed by
Northwest, airline owners (and marketers) will have to incur higher distribution costs, to the detriment of
their customers, who will have to pay higher fares, and to their own competitive position. While

Northwest could “downgrade” in other CRSs by reducing its Worldspan participation, because
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Northwest’ s reservations system is “resident” in Worldspan, such a choice by Northwest is not
“architecturdly” possible.

C. Northwest Supports Ddlta s De-Linking Proposal

Today CRS contracts require an airline which participatesin a syslem’ s traditiond services
provided to travel agents to participate in that system’s Internet products, regardless of the cost of those
Internet products and whether they provide any benefit to the participating airline. Delta has asked the
Department to outlaw such clauses by forbidding a system from tying an airling' s participation in a
system’s ortline services to an arling' s participation in services provided to traditiona travel agencies.
Northwest agrees with Ddlta that such tying must be prohibited. CRS-operated sites like Sabre's
Travelocity use their affiliste’s CRS dominance to cross-subgidize ther Internet services with the profits
they regp from charging participating carriers exorbitant booking fees. Thiswas never the intent of the
CRSrules. Paticipating arlines should not have to contribute further to this cross-subsidization by
paying additional fees to the dominant CRSs for Internet products they cannot use or do not want,
particularly when Travelocity and other CRS-owned Internet travel Sites contain carrier-specific
preferences. Rather, participating airlines should have the freedom to decide whether they want to pay
for Internet services.

[1. Internet Travel Sites Should Remain Outsde the CRS Rules

The Department has asked “whether there isa significant risk that some practices associated
with the use of the Internet are likely to reduce competition in the airline industry or result in consumers

obtaining incomplete or mideading information.” SANPRM, at 45,557. All available evidence shows
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that the development of Internet travel sites has had the opposite effect: Internet travel Stesare
increasing competition in the airline and CRS industries and aso increasing exponentidly the information
(neutral and non-neutral) available to consumers. For that reason, Northwest believes the Internet
should remain totaly free of regulation.

If the CRS rules are readopted, however, the Department should require only that each Internet
Ste advise consumers whether it is neutral or not.  Under such a requirement, each site would disclose
whether it conformsto the current standard of neutrdity in the CRS rules by not using factors directly or
indirectly relating to carrier identity.

A. Internet Travel Sites are a Pro-Compstitive Antidote to CRS Practices

The Department’ s refusal to regulate CRS pricing has | eft participating carriers prey to
skyrocketing booking fees. CRS booking fees have continued to increase during a period of low
inflation and despite reduced technology cogts for systems operations. With the advent of hundreds of
dternative Internet travel sites, however, the marketplace is starting to discipline booking fees and
offering consumers dternatives to biased digplays carried on some Internet Sites. These competitive,
pro-consumer dternatives to the traditiona CRSs should remain outside the CRS rules so they can
reach their full potentid and continue their sdutary effects for consumers and participating airlines.

Orbitz, an Internet travel ste in which Northwest has invested, is an example of the pro-

competitive, pro-consumer dternativesto traditional systems. Orbitz will be anontbiased Internet
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travel ste that will be ble directly to consumers at lower cost to participating carriers who
provide Orbitz with their best Internet prices.

Internet travel Sites come in many other shapes and sizes. Northwest and every other mgor
arline has its own branded web ste through which the airline competes vigoroudy for passengers.
Northwest’s lowest cost digtribution channd is its own web site, nwa.com. The distribution costs
associated with tickets sold through nwa.com are significantly lower per ticket than for tickets sold
through traditiona travel agencies, other on-line travel agencies, and Northwest’s own cal centers and
ticket offices. Northwest istherefore making every effort to develop nwa.com as akey digtribution
vehicle. In 1999, nwa.com generated $200 million in revenue for Northwest, and Northwest projects
that nwa.com revenues in 2000 will be approximately $360 million. Over 8 million cusomers are
currently registered with nwa.com, and 8 percent of Northwest’s WorldPerks award tickets are
currently booked on-line. The nwa.com site has received numerous awards for its features,
convenience and ease of use. Consumers know that these branded web sites offer only flight
information and seet availability for asngle arling, just asthey know that one retall sore’sweb ste
does not offer another retail store’'s merchandise.

Travel may be purchased over the Internet from sites which are owned by a CRS, such as
Sabre' s Travelocity (the largest Internet travel Site) or from sites owned by third parties. Mogt airlines
participate extensively in these third-party travel sites by default because they are connected to CRSs
and about haf of al Internet bookings occur over these third-party shopping sites rather than branded

arlineweb gtes. Third-party stesinclude Expedia (the second-largest Internet travel Ste),



Comments of Northwest
Page 10

Pricdine.com, multi-function sites like Disney’s Go network as well as amyriad of smdler travel Stes
including LastMinuteTravel.com and Site 59.com, which cater to particular niches of the travel market,
and sites for discount tickets such as CheapFares.com, CheapTicket.com, Farebeater.com and
LowestFare.com. Magor multi-carier Steslike Travelocity and Expediatypicdly offer flights of as
many carriers as possible to compete better with other Internet travel sites aswell as the traditiona
“brick and mortar” travel agencies. Smdler travel sites and multi-function stes with travel booking
cgpability are rdatively smal playersin the ontline travel market. Airlines should be free to negotiate
busness deds with individua sites (and CRSsiif gpplicable) without having rulesthat dlow CRS costs
to be “inditutiondized” on the web Sites. These Sites have added an important new distribution channe
for arlines and thereby increased competitiveness of the digtribution market. They have adso enhanced
competition in the airline indudtry.

B. Comprehendve Regulation of Internet Travel Sitesis Unnecessary

Comprehensve gpplication of the CRS rules to airline distribution practices involving the
Internet is not necessary because corporations and consumers directly accessing airline information via
the Internet see the flight availability display created by the Ste and can readily choose between neutrd,
multi-carrier Sites (or displays) and preferentia Sites (or displays) depending upon their travel plans,
corporate loydty and individua preferences. The Internet is now widely recognized as a source of
amogt unlimited information, and to the extent information on a particular travel Ste may be incomplete
or incorrect, consumers have ready access to other sources. Thisfree flow of information over the

Internet to, and at the option of, the consumer contrasts sharply with Stuation in which a potentia
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passenger must rely on the travel agent who is perceived as neutrd for accessto flight and fare
information obtained from atraditiona CRS which the consumer does not see and cannot readily
evauate. With increased direct access to schedule and fare information to the actual purchasers of
travel viathe Internet, consumers can easily shop for value and make wdll-informed decisons and
switch between sites with aclick of amouse.

Competition from neutra stes like Orbitz and other discount Sites puts pressure on the mgjor
Internet travel Stesto fairly present dl travel options and to offer airlines a competitive cost of
digtribution propostion. In the meantime, consumers can choose not only whether to get their travel
information from a branded airline Ste, aniche Site or alarger shopping sSite, but also whether they want
their information from aneutral or biased site aslong as they are fairly warned thet a particular Steis
non-neutral. With branded web sites of individud airlines, it is easy for consumersto redize they are
getting nontneutra information. However, consumers may not be able to recognize that other Internet
travel stes ather have limited sdections or a built-in preference for certain carriers. Airlines should not
be forced to pay CRS fees, particularly for Stes that are blatantly biased in favor of preferred carriers.

In the event the Department retains its CRS regulations, it should adopt a new regulation
requiring internet travel Stesthat hold themsalves out as comprehensive Sites to disclose up front
whether they are neutra. An Internet travel site should be deemed neutral aslong as it does not use any
factors “directly or indirectly relating to carrier identity” in ordering or offering information. See 14
C.F.R. 8§2554. If anInternet travel Ste does not meet this standard, the Site should be required to

disclose the airlines which receive preferentid trestment by the Ste. For example, Sabre's
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Travelocity.com should be required to disclose any display or promotiona preferencesit givesto
Sabre-marketers American and Southwest, or any other airline that pays Travelocity feesin return for
preference.

Northwest strongly opposes broad expansion of the CRS rules beyond the traditiond travel
agent digtribution system and urges the Department not to regulate Internet travel Sites beyond requiring
disclosure of bias. Thislimited regulation of Internet travel stes will achieve the consumer protection
ams of Section 411 while alowing competition among arlines for corporate and consumer direct sales
to flourish on the Internet. As aresult of the recognized efficiency benefits of Internet-based
digtribution, this competition should result in corporations and consumers receiving better travel
information &t alower cog.

C. Regulating the Internet Would be Bad Policy

The Internet distribution channel today is wide open and market forces are working well to
discipline Internet competition and promote competition between the Internet and traditional CRSs.
Internet travel Stes are today providing more information to consumers, reducing distribution costs for
arlines and enhancing airline sales. Northwest would prefer to see the Internet remain free of any
regulation. Under no circumstances should the Department regulate the Internet beyond requiring
disclosure of bias, however, Snce doing so would harm competition and consumers by incressing

Internet distribution codts for arlines and driving fares up.
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Regulating the Internet would aso inhibit the development of competitive, pro-consumer
Internet Stes. The Internet digtribution channel is evolving daily. Every day there is news of further

developments, enhancements or expangion. In just one month (July 2000), for example:

GetThere Inc. announced plansto ddliver the firgt “integrated” online corporate travel
and meeting management system in an attempt to attract the growing number of
companies actively purchasing travel on-ling*°

Northwest launched real-time access to its flight and frequent flyer information through a
dedl with Sprint PCS wireless web site that will provide Northwest passengers with
mobile access to flight/gate status and WorldPerks account information on the
minibrowser of any Sprint PCS Internet-ready phone;*

American Trans Air launched a new web ste designed to make it easier to book and
check schedules;®?

Ddtawasin the midst of negotiations to secure equity positionsin 14 emerging Internet
companies and preparing to launch new Internet products by the end of the year;** and

Priceline.com was smilarly expanding its Internet operations by findizing aded with
Genera Atlantic Partnersto form a European Priceline.com company that is expected
to bring about an aggressve globa expansion of Pricdine s patented “ name your price”’
concept.™

10 Aviation Daly at 11, July 24, 2000. Recognizing the industry shift to and importance of
direct sales to corporate customers, Sabre last month announced plans to acquire GetThere Inc. Wall
Street Journa at A4 (Sept, 18, 2000).

u Avigtion Daly at 7, July 13, 2000.
12 Avigion Daily at 4, July 14, 2000.
1 Aviaion Dally at 3, June 29.

u Avidion Daly at 5, June 29, 2000.
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The Department should leave Internet travel Stes free of regulation so they can develop and
continue to provide vigorous competition for traditional CRSs and traditiona pricing structure, thereby
benefiting both competition and the traveling public. Regulating the Internet in its formative stage would
deprive consumers of the broad range of information sources and lower fares they are receiving today
from Internet travel Stes,

IV.  Concluson
Northwest wel comes the opportunity to provide further input to the Department in this

important rulemaking proceeding. The rapid growth of the Internet over the last severd yearsasa
source of travel information and airline ticket sales, combined with the trend toward reduced ties
between systems and airline owners, warrants a thorough re-examination of the Department’s CRS
rules. In Northwest’ s view, the CRS rules are no longer necessary in light of these developments. If the
Department nevertheless decides to readopt the CRS rules, it should extend the mandatory participation
rule to airline marketers of systems and require airlines covered by the rule to participate in other
systemsonly & the basic level. Under no circumstances should the Department require Internet travel
gtes to do more than disclose whether they are neutral or non-neutrd, utilizing the current standard for
carier neutrdity in the Department’s CRS rules.

Respectfully submitted,

I9Glenn Fuller/d

Glenn Fuller

Associate General Counsel

Megan Rae Rosa
Managing Director, Government Affairs
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